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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a  listing 

of  all  recommendations  together  with  a  notation  as  to  whether  the  agency  concurs 

or  does  not  concur  with  each  recommendation.   This  listing  serves  as  a  means 

of  summarizing  the  recommendations  contained  on  the  report  and  the  audited  agency's 

reply  thereto  and  also  as  a  ready  reference  to  the  supporting  comments.   The 

full  reply  of  the  Department  of  Institutions,  Central  Office  are  included  in 

the  back  of  this  report. 

Page 
Agency  funds  be  recorded  on  SBAS  for  accountability 

even  if  the  funds  are  maintained  in  local  bank  accounts.  2 

Agency  Reply:  Concur.   See  page  24 

Obtain  authorization  from  the  State  Treasurer  for  the  deposit 
of  the  funds  held  in  trust  to  various  savings  accounts 
in  accordance  with  RCM  79-602  and  RCM  79-603.  2 

Agency  Reply:  Concur.   See  page  24 

The  A-6  posting  machine  be  utilized  to: 

1.  Provide  a  dollar  control  of  accounts  receivable 

2.  Provide  an  aging  of  accounts  receivable  for  collection  purposes 

3.  Provide  a  control  of  total  charges  which  are  entered  on 
individual  account  records  4 

Agency  Reply:   Concur.   See  page  24 

An  annual  determination  of  ability  to  pay  be  on  file  at  the  department.   5 

Agency  Reply:   No  reply. 

The  department  establish  a  formal  policies  and  procedures  manual  for 

the  reimbursement  function.  5 

Agency  Reply:   Concur.   See  page  25 

Complete  the  physical  inventory  process  initiated  in  the  current  year 
and  set  up  procedures  for  an  annual  physical  inventory  by  someone 
other  than  those  responsible  for  the  inventory  record  keeping 
function.  6 

Agency  Reply:  Concur.  See  page  25 

Fix  responsibility  at  each  location  under  the  department's  jurisdiction 

for  physical  control  of  fixed  assets.  6 

Agency  Reply:  Concur.   See  page  25 
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Page 


Establish  reporting  guidelines  for  the  purchase  and  disposal 

of  fixed  assets  and  inventory  control  procedures,  6 

Agency  Reply:  Concur-   See  page  25 

Centralize  dollar  and  physical  control  for  all  fixed  assets 

including  land  and  buildings.  6 

Agency  Reply:  Concur.   See  page  25 

Establish  historical  cost  or  assigned  value  to  all  fixed  assets 

and  maintain  dollar  control  by  class  of  asset.  6 

Agency  Reply:  Partially  Concur.   See  page  25 

Estimates  be  used  to  accrue  support  expenditures  for  community  service 

contracts  for  the  last  month  of  the  fiscal  year  since  actual  amounts 

are  not  known  until  after  year  end.  7 

Agency  Reply:  Concur.   See  page  26 

SBAS  be  reviewed  to  determine  the  possibility  of  revising  the  system 

to  eliminate  the  need  for  the  double  entry  of  advances  receivable 

in  order  to  properly  record  the  financial  activity.  7 

Department  of  Administration  Reply:  Concur.   See  page  30 

Whenever  a  difference  exists  between  two  accounts  which  offset  for 
financial  statement  purposes,  the  difference  be  reconciled 
and  adjusted,  if  necessary,  on  a  timely  basis.  7 

Agency  Reply:  Concur.   See  page  26 

Agencies  which  no  longer  maintain  financial  activity  on  an  accounting 
entity  be  closed  to  properly  maintain  the  general  ledger  for 
those  entities.  8 

Agency  Reply:  Partially  Concur.   See  page  26 

Procedures  be  instituted  to  preclude  the  ability  to  allocate  more 
authority  than  is  available  to  the  various  programs  of  the 
department.  .      8 

Agency  Reply:  Do  not  concur.   See  page  26 

Department  of  Administration  Reply:  Concur.   See  page  30 

Invoices  and  duplicate  copies  be  cancelled  or  voided  when  the  transfer 

warrant  claim  is  signed  to  prevent  duplicate  payments.  9 

Agency  Reply:  Do  not  concur.   See  page  27 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 


When  contract  reimbursements  are  reviewed  on  a  monthly  basis,  Page 

documentation  of  the  validity  of  questionable  items  be 
provided  by  the  person  responsible  for  the  review  function.  9 

Agency  Reply:  Do  not  concur.   See  page  27 

Transactions  eliminating  expenditures  against  fund  balance  be 

adequately  controlled  by  an  agency  outside  the  department.  10 

Department  of  Administration  Reply:  Concur.   See  page  31 

A  procedure  be  instituted  to  reconcile  the  monthly  PSE  cash  request 
cumulative  expenditures  and  receipts  to  the  amounts 
recorded  on  SBAS.  10 

Agency  Reply:  Concur.   See  page  27 

The  Board  of  Crime  Control  be  contacted  to  determine  the  dispostion 

of  the  remaining  grant  funds.  11 

Agency  Reply:  Concur.   See  page  28 

Charge  an  expenditure  to  the  appropriate  fund  at  the  time  the 

expenditure  is  incurred.  11 

Agency  Reply:  Concur.   See  page  28 

Involve  a  representative  from  the  Management  Services  Division  of 
the  department  to  review  grant  proposals  prior  to  their 
submission.  12 

Agency  Reply:  Concur.   See  page  28 

Attempt  to  change  the  method  of  funding  from  a  reimbursement  basis 
to  advance  funding  or,  if  this  is  unsuccessful,  to  obtain 
a  loan  from  the  general  fund  until  reimbursement  is  received.  12 

Agency  Reply:  Concur.   See  page  28 

Organized  grant  files  be  estiblished  for  each  grant.  12 

Agency  Reply:  Concur.   See  page  29 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


We  have  examined  the  financial  statements  of  the  various  funds  of 
the  Department  of  Institutions,  Central  Office  for  the  year  ended  June  30, 
1978  as  listed  in  the  accompanying  table  of  contents.   Our  examination 
was  made  in  accordance  with  generally  accepted  auditing  standards  and 
included  such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances. 

The  Department  of  Institutions,  Central  Office  has  not  maintained  a 
record  of  its  general  fixed  assets,  and  accordingly,  a  statement  of  general 
fixed  assets,  required  by  generally  accepted  accounting  principles,  is  not 
included  in  the  accompanying  financial  statements. 

Accrued  support  expenditures  presented  on  the  balance  sheet  for  all 
funds  contain  several  misstatements.   For  the  general  fund,  the  accrued 
support  expenditures  are  understated  by  $253,057  at  June  30,  1978.   Accrued 
support  expenditures  in  the  federal  and  private  revenue  fund  are  understated 
by  $32,333  at  June  30,  1978.   The  improper  reporting  of  these  liabilities 
resulted  in  an  understatement  of  general  ftmd  and  federal  private  revenue 
fund  expenditures  of  a  corresponding  amount  for  the  fiscal  year  ended  June  30, 
1978.   In  addition,  balances  at  the  beginning  of  the  year  of  the  accrued 
support  expenditures  were  misstated,  which  resulted  in  the  overstatement  of 
beginning  fund  balances  in  the  general  fund  of  $68,955  and  in  the  federal  and 
private  revenue  fund  of  $53,117.   These  misstatements  did  not  affect  current 
year  expenditures  since  they  are  reflected  as  prior  year  adjustments. 


GALUSHA,  HIGGINS  AND  GALUSHA 

Grant  funds  receivable  in  the  federal  and  private  revenue  fund  at 
June  30,  1978  in  the  amount  of  $28,449  has  not  been  reflected  in  these 
financial  statements.   This  treatment  is  not  in  accordance  with  generally 
accepted  accounting  principles  which  requires  accrual  of  material  revenues 
susceptible  to  accrual.   Therefore,  assets  and  revenues  are  understated  in 
the  federal  and  private  revenue  fund  by  $28,449. 

As  discussed  in  note  7  to  the  financial  statements,  the  department 
is  the  defendent  in  a  lawsuit  alleging  unjust  dismissal  by  a  former  employee 
of  the  department  and  claiming  wages  for  the  period  of  dismissal  through 
retirement  age.   On  May  17,  1978  the  district  court  of  the  First  Judicial 
District  found  against  the  department  and  awarded  a  judgement  in  the  amount 
of  $193,618  plus  cost.   The  department  has  appealed  the  decision  to  the 
Montana  Supreme  Court.   Department  administrators  and  counsel  believe  the 
department  has  a  good  chance  of  prevailing,  but  the  ultimate  outcome  cannot 
be  determined,  and  no  provision  for  any  liability  that  may  result  has 
been  made  in  the  financial  statements. 

In  our  opinion,  because  of  the  effects  of  the  matters  discussed  above, 
the  balance  sheets,  the  statements  of  revenue  and  income  -  estimated  and  actual 
and  expenditures  compared  to  appropriations,  and  the  statements  of  changes 
in  fund  balance  for  the  general  fund  and  the  federal  and  private  revenue  fund 
do  not  present  fairly,  in  conformity  with  generally  accepted  accounting 
principles,  the  financial  position  of  the  Department  of  Institutions  -  Central 
Office  as  of  June  30,  1978  and  the  results  of  its  operations  and  changes  in 
its  financial  position  for  the  year  then  ended. 

In  our  opinion,  the  balance  sheets  for  the  earmarked  revenue  fund, 
grant  clearence  fund  and  agency  fund;  the  statements  of  revenue  and  income  - 
estimated  and  actual  and  expenditures  compared  to  appropriations;  and  the  statements 
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of  changes  in  fund  balance  for  the  earmarked  revenue  fund  and  grant  clearance 
fund  present  fairly  the  financial  position  of  the  Department  of  Institutions  - 
Central  Office  as  of  June  30,  1978  and  the  results  of  its  operations  and 
changes  in  its  fund  balances  for  the  year  then  ended  in  conformity  with  generally 
accepted  accounting  principles  applied  on  a  basis  consistent  with  that  of  the 
preceeding  year. 

The  accompanying  schedule  of  expenditures  by  program  is  not  necessary 
for  a  fair  presentation  of  the  financial  statements  but  is  presented  as 
supplementary  information.   This  information  has  been  subjected  to  the  tests 
and  other  auditing  procedures  applied  in  our  examination  of  the  financial 
statements,  and  in  our  opinion,  except  as  described  in  the  third  paragraph, 
is  fairly  stated  in  all  material  respects  in  relation  to  the  financial  statements 
taken  as  a  whole. 


GALUSHA,  HIGGINS  AND  GALUSHA 
Certified  Public  Accountants 


October  6,  1978 
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COMMENTS 

INTRODUCTION 

The  primary  purpose  of  our  examination  of  the  financial  statements 
of  the  various  funds  of  the  Department  of  Institutions,  Central  Office 
for  the  fiscal  year  ended  June  30,  1978  was  to  enable  us  to  form  an 
opinion  as  to  the  financial  position  of  the  various  funds  at  June  30, 
1978  and  the  results  of  operations  of  such  funds  for  the  year  then 
ended,  and  to  test  for  compliance  with  state  and  federal  laws  applicable 
to  the  agency. 

We  reviewed  and  tested  the  agency's  system  of  internal  accounting 
Control  to  the  extent  considered  necessary  for  expressing  an  opinion  on 
the  financial  statements.   Our  review  would  not  necessarily  disclose  all 
weaknesses  in  the  system.   However,  we  noted  certain  areas  where  financial 
matters  should  be  considered,  accounting  procedures  improved  and  internal 
control  strengthened.   The  following  summarizes  our  comments  and  recommendations. 
AGENCY  FUND 

Upon  the  closure  of  the  Montana  State  Children's  Center  during 
1975,  the  administration  of  the  private  funds  of  youth,  held  in  trust  at 
that  agency,  was  transferred  to  the  Department  of  Institutions,  Central 
Office.   The  funds  represent  monies  of  the  youth  who  are  now  in  foster 
or  group  homes  and  are  under  the  care  and  custody  of  the  Department  of 
Institutions,  Central  Office.   In  August  of  1977,  six  savings  accounts 
were  opened  by  transferring  funds  from  the  Agency  Fund  checking  account 
for  those  youth  whose  account  balances  were  in  excess  of  their  current 
needs  in  order  to  earn  interest  for  the  youth.   Authorization  from  the 
State  Treasurer  was  not  obtained  to  establish  the  savings  accounts.   In 
addition,  the  agency  funds  are  not  recorded  on  the  statewide  budgeting 
and  accounting  system. 
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RECOMMENDATION 

We  recommend   tha t : 

1.  The  funds  be   recorded  on   the  statewide  budgeting  and  accounting 
system  for  accountability  even   if   the   funds  are  maintained  in 
local   bank  accounts. 

2.  Authorization   from   the  State   Treasurer  be  obtained  for   the 
deposit  of   the  money  held  in   trust   to  various  savings   accounts 
in  accordance  with  RCM   79-602  and  RCM   79-603. 

REIMBURSEMENT  DIVISION 

Section  80-1601  RCM,  1947  provides  that  the  Department  of  Institutions 
shall  collect  and  process  per  diem  and  ancillary  payments  for  the  care 
of  residents  at  various  institutions.   The  amount  of  receipts  under  the 
program  by  institutions  for  the  year  ending  June  30,  1978  was  as  follows: 
Boulder  River  School  and  Hospital         $4,878,364 
Center  for  the  Aged  1,134,011 

Eastmont  Training  Center  2,672 

Galen  State  Hospital  615,371 

Veterans  Home  301* 

Warm  Springs  State  Hospital  901,578 

$7.532.297 
*Reimbursements  for  year  ending  6/30/78  are  being  deposited  to 
the  Veterans  Home. 
AUTOMATED  BILLING  AND  ACCOUNTS  RECEIVABLE  SYSTEM 

During  the  current  year,  the  reimbursement  division  converted  from 
a  manual  system  of  accumulating  resident  charges  to  the  Automated  Billing 
and  Accounts  Receivable  System  (ABARS) .   The  new  system  provides  monthly 
reports  of  services  provided  each  resident  at  the  various  institutions 
from  which  the  subsidiary  resident  ledgers  are  manually  posted  and  the 
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invoices  prepared.   As  of  the  completion  of  our  field  work,  all  institutions 
were  converted  to  ABARS  with  the  exception  of  the  following: 

Eastmont  Training  Center  for  which  billing  was  halted  during 
1978  because  of  legal  complications  wherein  the  state  is 
required  to  provide  free  public  education  for  the  handicapped. 
Veterans  Home  for  which  reimbursements  are  for  per  diem  charges 
and  ABARS  would  not  in  all  probability  save  time  and  cost. 
The  primary  weaknesses  in  internal  control  for  the  Reimbursement  Division 
are  as  follows : 

1.  Total  reimbursement  receivables  cannot  be  readily  determined 
for  all  institutional  charges  as  they  are  currently  provided. 
Their  situation  arises  because  of  the  complexity  of  the  reim- 
bursement division  billing  process,  which  encompasses  private 
insurance,  medicaid,  medicare  and  the  residents  ability  to 
pay. 

2.  Services  provided  to  institution  residents  as  reported  by 
ABARS  have  to  be  manually  segregated  by  reimbursement  resources 
for  the  billing  clerks.   As  the  reimbursement  receivable  by 
resource  cannot  be  reconciled  to  the  control  total  of  all 
institutional  services  as  provided,  there  is  no  dollar  control 
to  insure  that  all  institutional  services  have  been  billed. 
Although  the  reimbursement  division  has  developed  procedures 

to  be  reasonably  certain  that  all  services  are  billed  for 
reimbursement,  absolute  control  can  only  be  achieved  by  having 
the  ability  to  reconcile  the  reimbursement  receivable  by 
resource  to  the  control  total  of  all  reimbursement  receivables. 

3.  Aging  of  accounts  receivables  are  currently  prepared  manually 
as  requested  by  the  reimbursement  control  section  supervisor. 
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This  procedure  will  have  to  be  prepared  on  a  monthly  basis  if 
the  agency  is  to  determine  that  amounts  due  are  uncollectible 
as  required  by  state  law.   As  of  the  date  of  our  field  work, 
the  aging  of  reimbursed  receivable  was  not  completed.   This  procedure, 
admittedly,  is  a  slow  process  because  of  the  number  of  institutional 
residents  and  number  of  transactions. 
From  our  review  it  appears  that  it  would  not  be  economically  feasible  to 
correct  these  weaknesses  under  the  present  manual  system. 
RECOMMENDA TIONS 

The  Department   has  programmed  an  A-6  posting  machine  which 
will   compliment  ABARS  and  complete   the   transition  from  the  manual 
system  to   the  automated  system.      However,   because  of  staffing 
problems  and  costs   involved   the  machine  has  not  been   utilized.      We 
recommend   that   the  A-6  posting  machine  be   utilized   to: 

1.  Provide  a   dollar  control   of  accounts  receivable. 

2.  Provide  an  aging  of  accounts  receivable  for  collection  purposes. 

3.  Provide  a   control   of   total   charges  which  are  entered  on  indi- 
vidual  account   records. 

DETERMINATION  OF  ABILITY  TO  PAY 

Residents  of  the  various  instibutions  are  billed  by  the  Reimburse- 
ment Division  according  to  their  ability  to  pay.  This  determination  is 
to  be  performed  annually  based  on  standard  criterion  of  the  Department. 

During  our  review,  we  found  instances  where  current  determination 
letters  were  not  on  file  for  institutional  residents  receiving  current 
services,  although  these  instances  proved  to  be  the  exception  rather 
than  the  rule.   We  realize  that  centralization  of  all  records  in  Helena 
has  caused  difficulties  in  filing  documents;  however,  the  determination 
letter  is  of  prime  importance  in  the  billing  process  if  the  State  is  to 
be  properly  reimbursed  for  institutional  services  provided. 


-4- 


RECOMMENDA TION 

We  recommend   that  an  annual   determination  of  ability   to  pay  be  on 

file  at   the  department . 
PROCEDURES  MANUAL 

Various  Management  Memos  have  been  issued  to  establish  the  policies 
and  procedures  for  the  Reimbursement  Program.   However,  because  of  the 
volume  of  financial  activity  and  the  number  of  employees  involved  in  the 
function,  there  should  be  a  detailed  manual  issued  to  all  employees  of 
the  Reimbursement  Division  to  insure  that  there  is  standardization  and 
control  over  the  program. 

RECOMMENDA TION 

We  recommend   that   the   Department   establish  a   formal   policies  and 

procedures  manual   for   the  reimbursement   function. 
PROPERTY,  PLANT  AND  EQUIPMENT 

Management  Memo  70-17  states  that  each  agency  is  responsible  for 
the  management  of  property  within  its  jurisdiction.   It  also  requires  a 
physical  inventory  of  fixed  assets  each  year  and  recording  all  fixed 
assets  that  cost  over  $100  and  have  a  life  expectancy  of  more  than  one 
year. 

During  fiscal  year  ended  June  30,  1978,  the  department  initiated  a 
physical  inventory  of  all  fixed  assets  within  its  jurisdiction.   The 
department's  jurisdiction  has  been  determined  to  be  the  central  office 
and  the  various  community  service  centers  throughout  the  state.   Historical 
cost  is  being  recorded  for  these  assets  where  records  are  available.  As 
of  Jime  30,  1978  the  process  had  not  been  completed  and  sufficient  docu- 
mentation is  not  available  to  determine  the  value  of  the  fixed  assets. 


-5- 


RECOMMEND A TION 

We  recommend   that    the  Department   of  Institutions,    Central   Office: 

1.  Complete   the  physical   inventory  process   initiated  in   the 
current   year  and  set   up  procedures   for  an   annual   physical 
inventory  by  someone  other   than   those  responsible  for   the 
inventory  record  keeping  function. 

2.  Fix  responsibility  at   each   location   under   the  department' s 
jurisdiction  for  physical   control   of  fixed  assets. 

3.  Establish  reporting  guidelines   for   the  purchase  and  disposal 
of  fixed  assets  and   the  inventory   control  procedures. 

4.  Centralize   dollar  and  physical   control   for  all   fixed  assets 
including   land   and  buildings . 

5.  Establish  historical   cost  or  assigned   values   to  all   fixed 
assets  and  maintain  dollar  control   by  class  of  asset. 

ACCRUED  SUPPORT  EXPENDITURES 

Our  review  of  accrued  support  expenditures  indicated  that  the 
following  amounts  were  actual  current  year  expenditures  but  were  recorded 
as  prior  period  expense  adjustments  in  the  year  ending  June  30,  1979. 
General  Fund  $253.057 

Federal  and  Private  Revenue  Funds  $  32.333 

The  majority  of  the  above  amounts  were  for  reimbursement  contracts 
for  the  month  of  June,  1978  with  various  community  service  centers  in 
the  Mental  Health  and  Alcohol  Divisions  of  the  department.   No  accrual 
was  made  because  the  expense  reports  were  not  received  until  July,  1978. 
Therefore,  expenditures  and  liabilities  are  understated  as  of  June  30, 
1978. 

RECOMMENDA TION 

We  recommend   that  because  of  the  materiality  of  the  amounts  involved, 

estimates  be   used   to  accrue  support   expenditures  for  community 
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service  contracts   for   the   last   month  of  the  fiscal    year  since   the 

actual   amounts  are  not  known   until   after   year  end. 
SUBSIDIARY  ACCOUNTING  -  OTHER  ADVANCES 

The  department  advances  funds  to  community  service  programs  for 
operating  expenses  at  the  inception  of  the  contract  year.   When  the 
advances  are  recorded  in  the  statewide  budgeting  and  accounting  system, 
it  is  necessary  to  record  the  advance  twice  and  then  set  up  a  reserve 
for  the  original  amount.   This  procedure,  which  results  in  a  correct  net 
amount  receivable,  has  the  effect  of  overstating  assets  and  reserves  by 
the  amount  of  the  advance.   The  department  is  required  to  follow  this 
procedure  to  utilize  the  subsidiary  detail  provided  by  SBAS  for  advances. 
The  double  effect  of  these  transactions  was  eliminated  In  the  department's 
financial  statements. 

RECOMMENDATION 

We  recommend  that   the  statewide  budgeting  and  accounting  system  be 

reviewed   to  determine   the  possibility  of  revising   the  system  to 

eliminate   the  need  for  the  double  entry  of  advances  receivable  in 

order   to  properly   record   the  financial   activity. 
UNRECONCILED  DIFFERENCES  -  OTHER  ADVANCES 

The  other  advance  account  in  the  general  fund  did  not  agree  to  the 
amount  of  receivable  and  reserve  set  up  by  the  double  entry  discussed 
above  by  $799. 

RECOMMENDATION 

We  recommend   that  whenever  a   difference  exists  between   two  accounts 

which  offset   for  financial   statement  purpose   the  difference  be 

reconciled  and  adjusted,   if  necessary,   on  a   timely  basis. 


CONSOLIDATED  GENERAL  LEDGERS 

Agency  #6415,  Southwest  Drug  Program  and  agency  #6413,  Board  of 
Pardons  have  recorded  financial  activity  in  prior  years  for  various 
accounting  entities  administered  by  the  Department  of  Institutions 
Central  Office.   For  the  current  year,  no  financial  activity  was  recorded 
by  these  agencies  for  these  accounting  entities.   However,  consolidated 
general  ledgers  are  still  maintained. 

RECOMMENDA TION 

We  recommend   that  agencies   which  no   longer   transact   financial 

activity  on  an   accounting  entity  be  closed   to  properly  maintain   the 

general   ledger  for   those   entities. 
PROGRAM  ALLOCATIONS  -  APPROPRIATIONS 

Appropriations  were  allocated  to  the  department's  various  programs 
in  excess  of  the  authority  in  the  general  fund  by  $5,755  even  though  the 
allocations  agreed  to  the  total  appropriations  available.   The  excess 
amount  was  allocated  to  "No  Program  Indentifed"  as  a  negative  amount. 
This  practice  distorts  the  budget  management  reports  issued  to  the 
program  managers,  and  could  result  in  over-expenditure  of  appropriations 
if  all  program  expenditures  were  equal  to  the  amounts  authorized.   While 
the  accounting  system  precludes  over-expenditure  of  an  appropriation,  a 
program  manager  could  over-commit  a  program  budget. 

RECOMMENDA TION 

We  recommend   that  procedures  be  instituted   to  preclude   the  ability 

to  allocate  more  authority   than  is   available   to   the   various  programs 

of  the  department. 
INVOICE  CANCELLATION 

Invoices  or  supporting  documents  are  not  being  cancelled  or  voided 
when  paid.   This  procedure  could  result  in  duplicate  payments  if  the 
invoice  were  to  become  separated  from  the  transfer  warrant  claim. 
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RECOMMEND A TION 

We  recommend   that   invoices  and  duplicate  copies  be  cancelled  or 

voided  when   the   transfer  warrant   claim  is   signed   to  prevent  duplicate 

payments . 
CLAIM  REVIEW  -  CONTRACT  PAYMENTS 

During  our  review  of  the  community  service  contracts  it  was  noted 
that  the  final  month's  claim  for  fiscal  year  ended  June  30,  1978  by  the 
2nd  Judicial  Youth  Home  included  accrued  vacation  expense  which  was  paid 
by  the  department.   Accrued  vacation  is  not  to  be  paid  under  the  state's 
valid  obligation  criteria.   We  therefore  questioned  the  validity  of  the 
reimbursement.   Upon  further  review  it  was  found  that  the  amount  in 
question  was  for  vacation  paid  and  not  accrued  vacation.   However,  this 
points  to  a  weakness  in  the  department's  review  system. 

RECOMMENDA TION 

We  recommend   that   when   contract  reimbursements  are  reviewed  on  a 

monthly  basis,    documentation  of  the   validity  of  questionable  items 

be  provided  by   the  person  responsible  for   the  review  function. 
FUND  BALANCE  ADJUSTMENTS 

In  testing  fund  balances,  we  noted  a  transaction  for  $35,045.71 
that  reduced  expenditures  recorded  to  an  appropriation  in  order  that  the 
attributes  of  the  appropriation  could  be  changed.   After  the  appropriation 
was  changed,  the  expenditures  were  re- recorded.   Approximately  three 
months  lapsed  from  the  time  the  expenditures  were  removed  and  re-recorded. 

Reducing  expenditures  has  the  same  effect  as  a  budget  ammendment. 
The  remaining  balance  available  in  the  appropriation  is  increased  by  the 
expenditure  reduction. 

The  Department  of  Administration  reviews  all  fund  balance  transactions. 
However,  no  controls  exist  to  insure  that  the  expenditures  are  re-recorded. 
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RECOMMENDATION 

We  recommend   that    transactions   eliminating  expenditures  against 
fund  balance  be  adequately   controlled  by  an  agency  outside 
the  department.      The  procedures   should  insure   that   the  remaining 
balance  of  an  appropriation   is  not   inadvertently  increased  without 
an   approved  budget   amendment. 
EMERGENCY  EMPLOYMENT  ACT  GRANTS 

The  department  participated  in  two  Emergency  Employment  Act  grants 
during  the  year  ended  June  30,  1978.   The  grants  are  administered  by  the 
Employment  Security  Division  and  funded  with  federal  money.   The  department 
submits  cash  requests  on  a  monthly  basis  for  the  estimated  amount  of  the 
wages  and  benefits  for  the  next  month  for  employees  covered  under  the 
grants.   Our  review  indicated  that  these  cash  requests  which  provide  a 
cumulative  total  of  expenditures  and  receipts  by  the  department  did  not 
agree  to  the  amounts  recorded  on  SBAS .   Cumulative  receipts  were  overstated 
on  the  cash  requests  by  $113,000  and  cumulative  expenditures  were  understated 
by  $26,000.   The  amounts  reported  on  SBAS  were  correct  and  the  amounts 
requested  by  the  department  were  received.   It  therefore  appears  that 
there  is  no  review  or  reconciliation  of  the  cumulative  amounts  per  the 
cash  requests  with  the  amounts  per  SBAS.   It  also  appears  that  the 
Employment  Security  Division  is  not  reviewing  the  reports. 
RECOMMENDATION 

We  recommend   that  a  procedure  be  instituted   to  reconcile   the  monthly 
PSE  cash  request   cumulative  expenditures  and  receipts   to   the  amounts 
recorded  on  SBAS. 
CRIME  CONTROL  GRANTS 

A  crime  control  grant  established  in  June  of  1972  was  awarded  to 
the  department  in  the  Youth  Guidance  Home  accounting  entity.   The  remaining 
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cash  balance  of  the  grant  in  the  amount  of  $1,374  is  still  being  retained 
by  the  department,  even  though  the  last  activity  was  in  January  1976. 
RECOMMENDATION 

We  recommend   that   the   Board  of  Crime  Control   be   contacted   to  determine 
the  disposition   of   the  remaining  grant  funds. 
COMMUNITY  SUPPORT  SERVICE  GRANT 

The  department  participates  in  a  community  based  care  program, 
funded  with  federal  money,  for  mentally  and  emotionally  disabled  adults. 
The  department  is  reimbursed  for  the  costs  incurred  in  accordance  with 
the  approved  project  applications.   The  Statewide  Budgeting  and  Accounting 
System  will  not  accept  an  expenditure  charged  to  a  Federal  and  Private 
Revenue  Fund  appropriation  unless  the  cash  is  actually  on  deposit  within 
the  state  treasury  for  that  particular  appropriation.   Since  the  project 
is  funded  on  a  reimbursement  basis,  there  is  no  cash  available  until  the 
projects  are  started  and  reimbursements  received.   Therefore,  part  of 
the  cost  of  the  project  was  charged  to  the  general  fund  when  incurred. 
At  June  30,  1978,  the  general  fund  was  overcharged  $12,946  and  the 
Federal  and  Private  Revenue  Fund  was  undercharged  by  the  same  amount. 
The  method  of  funding  this  amount  is,  in  effect,  a  loan  from  the  general 
fund  that  lacks  formal  approval. 

This  grant  points  to  an  overall  problem  in  grant  administration. 
A  cash  advance  and  the  ability  to  assess  for  indirect  costs  for  administering 
the  grant  could  have  been  negotiated.   These  negotiable  items  would  have 
been  in  the  best  interests  of  the  department. 
RECOMMENDA TION 

We  recommend   that   the  department: 

1.        Charge  an  expenditure   to   the  appropriate  fund  at   the   time   the 
expenditure  is   incurred. 
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2.  Involve  a   representative  from  the  Management  Services  Division 
of   the   department    to  review  grant  proposals  prior   to   their 
submission   to  insure   that   grant  awards  are  in   the  overall 
interest  of   the  department. 

3.  Attempt   to  change   the  method  of  funding  from  a   reimbursement 
basis   to  advance  funding  or,    if   this  is   unsuccessful,    to 
obtain  a   loan   from  the  general   fund   until   reimbursement   is 
recei ved . 

GRANT  ADMINISTRATION 

Our  review  of  grant  records  indicated  that  the  department  maintains 
all  necessary  information  and  has  adequate  fiscal  administrative  procedures. 
However,  based  on  our  review  it  appears  that  the  financial  administration 
could  be  enhanced  if  the  following  recommendation  is  initiated. 

RECOMMENDATION 

We  recommend   that  an  organized  grant  file  be  established  for  each 

grant   to  include: 

1.  The  grant  award. 

2.  Subsequent   awards   and/or  modifications . 

3.  An  analysis    (monthly  or  quarterly   as   required)    that   supports 
the  departments  financial   reports  pertaining  to   the  grant. 

4.  Financial   reports   filed  with   the  Federal   or  State  agency. 

5.  Correspondence  pertaining  to   the   grant. 
PRIOR  YEAR  RECOMMENDATIONS 

We  reviewed  the  recommendations  made  in  the  prior  audit  report  for 
the  fiscal  year  ended  June  30,  1975  in  the  financial  compliance  area  and 
for  the  fiscal  year  ended  June  30,  1972  for  the  Reimbursement  Division. 
Except  as  indicated  in  the  preceding  sections  of  this  report,  the  Department 
of  Institutions,  Central  Office  has  taken  action  to  implement  the  recom- 
mendations in  accordance  with  its  responses  included  in  those  reports. 
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FINAL  COMMENTS 

We  have  reviewed  this  report  with  the  Director  of  the  Management 
Services  Division  of  the  Department  of  Institutions,  Central  Office,  his 
staff  and,  where  applicable,  the  Department  of  Administration's  staff. 

We  wish  to  express  our  appreciation  to  those  officials  and  their 
staff  for  their  cooperation  and  assistance  during  our  engagement. 
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FINANCIAL  STATEMENTS 


DEPARTMENT  OF  INSTITUTIONS  -  CENTRAL  OFFICE 

COMBINED  BALANCE  SHEETS  -  ALL  FUNDS 

JUNE  30,  1978 


ASSETS 
Cash  on  hand 
Cash  in  banks 
Cash  in  State  Treasury 
Accounts  receivable  -  deferred 
Accounts  receivable  -  receipts 
Accounts  receivable  -  dishonored 

checks 
Loans  receivaible  -  parolees 
Expense  advances  to  employees 
Other  advances 
Encumbered  appropriations 
TOTAL  ASSETS 


Federal  and 

Earmarked 

Private 

Grant    Agency 

General 

Revenue 

Revenue 

Clearance   Fund 

Fund 

Fund 

Fund 

Fund    (Note  3) 

13 

1,792 

23,076 

36,486 

214,881 

1,374 

3,771 

8,944 

473 

610 

3 

298 

499 

50,973 

22,132 

54,279 

100,974 

167,553 

58,916 

269,659 

1,374    23,076 

LIABILITIES,  RESERVES 
AND  FUND  BALANCES 
Accrued  support  expenditures         100,974   69,266 
Inter-entity  loan  payable  (Note  5)  95,000 

Due  to  employees 

Due  to  youth  184 

Reserve  for  cash  on  hand  13 

Reserve  for  cash  in  banks  1,792 

Reserve  for  accounts  receivable  - 

deferred  3,771 

Reserve  for  accounts  receivable  - 

receipts  8,944 

Reserve  for  accounts  receivable  - 

dishonored  checks  473 

Reserve  for  loans  receivable  -  Parolees   610 
Reserve  for  advances  50,976 

Fund  balances  (105,534) 

TOTAL  LIABILITIES,  RESERVES 

AND  FUND  BALANCES  167,553   58,916 


116,615 
31 


23,076 


153,013 
269.659 


1,374 


1.374    23.076 


See  accompanying  notes  to  financial  statements. 
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DEPARTMENT  OF  INSTITUTIONS 
COMBINED  STATEMENTS  OF  REVENUE  AND  INCOME  -  ESTIMATED  AND  ACTUAL 

ALL  FUNDS 
FOR  THE  YEAR  ENDED  JUNE  30,  1978 


General  Fund 


Federal  and  Private 
Earmarked  Revenue  Fund    Revenue  Funds 


Estimated   Actual   Estimated 


Actual   Estimated   Actual 


Liquor  and  Beer  Tax 
Reimbursements : 

Institutions 

Other 
Sale  of  merchandise 
Rental  and  leases 
Federal  grants  and 

contracts 
State  grants  and  contracts 
Community  matching  grants 
Intra-state  services 


2,431,221   2,038,568 


7,165,742  7,532,297 

13 

25 

531 


2,489 


3,224,755  2,276,458 

37,150  31,137 

900  900 

59,399  50,323 

7.165.742  7.532.866  2.431.221   2.038.568  3.322.204  2.361.307 


See  accompanying  notes  to  financial  statements. 
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DEPARTMENT  OF  INSTITUTIONS  -  CENTRAL  OFFICE 
COMBINED  STATEMENTS  OF  CHANGES  IN  FUND  BALANCES 

ALL  FUNDS 
FOR  THE  YEAR  ENDED  JUNE  30,  1978 


Fund  Balances  at  July  1,  1977 
Receipts  and  additions: 

Appropriations 

Revenues  and  Income 


Federal  and 

Earmarked 

Private 

Grant 

General 

Revenue 

Revenue 

Clearance 

Fund 

Fund 

Fund 

Fund 

-0- 

5,619,618 

7,532,866 

13,152,484 


-0- 


2,038,568 
2,038,568 


62,789 


2,361,307 
2,424,096 


1,374 


1,374 


Expenditures  and  reductions: 

Charged  to  current  years  appropriations 
Prior  year  revenue  and  expense 
adjustments  (Note  6) 
Reversion  to  state 

Fund  Balances  at  June  30,  1978 


5,032,092   1,121,119 


94,356 

8,023,036 

13,152,484 

-0- 


1,022,983 
2,144,102 
(105.534) 


2,141,014 

130,069 

2,271,083 
153.013 


1.374 


See  accompanying  notes  to  financial  statements. 
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DEPARTMENT  OF  INSTITUTIONS 
CENTRAL  OFFICE 

NOTES  TO  FINANCIAL  STATEMENTS 

1.    Summary  of  Significant  Accounting  Policies 

Fund  Accounting 

The  accounts  are  organized  on  the  basis  of  funds,  each  of  which  is 
considered  to  be  a  separate  accounting  entity.   The  operations  of 
each  fund  are  accounted  for  by  providing  a  separate  set  of  self- 
balancing  accounts  which  comprise  its  assets,  liabilities,  reserves, 
fund  balance,  revenues  and  expenditures.   The  different  funds  included 
in  the  financial  statements  and  their  purpose  are: 

General  Fund  -  To  account  for  all  Central  Office  revenues  and 
expenditures  not  included  in  any  other  funds. 

Earmarked  Revenue  Fund  -  To  account  for  revenues  derived  by  the 
taxation  on  alcoholic  beverages  to  be  used  for  the  treatment, 
rehabilitation  and  prevention  of  alcoholism. 

Federal  and  Private  Revenue  Funds  -  To  account  for  governmental 
grants  received  and  for  expenditures  against  the  grants. 

Federal  Grant  Clearance  Fund  -  To  account  for  the  financial  activity 
relating  to  federal  monies  received  from  the  state  as  secondary 
recipients.   There  was  no  activity  in  this  fund  for  the  year  ending 
June  30,  1978. 

Revolving  Fund  -  To  account  for  income  and  expenditures  incurred  in 
the  operation  of  the  Billings  building  as  a  separate  business  entity. 
There  was  no  activity  in  this  fund  for  the  year  ending  June  30,  1978. 

Agency  Fund  -  To  reflect  cash  held  for  youth  in  the  Aftercare  Program 
and  reflect  the  corresponding  liability.   See  Note  3. 

Basis  of  Accounting 

The  modified  accrual  basis  of  accounting,  under  which  expenditures  are 
recorded  when  the  liability  is  incurred  and  revenues  are  recorded  when 
received  in  cash  unless  susceptible  to  accrual  (i.e.  measurable  and  available 
to  finance  the  agency's  operations)  or  of  a  material  amount  and  not  received 
at  the  normal  time  of  receipt,  is  followed  for  all  funds. 

Reimbursement  Revenues 

Revenues  collected  for  the  care  provided  to  the  resident  at  the  state's 
various  institutions  is  recorded  as  cash  is  received.   Accounts  receivable 
of  approximately  $2,670,000  is  not  reflected  on  the  department's  financial 
statements  which  is  in  accordance  with  generally  accepted  accounting  prin- 
ciples; since  the  revenues  are  not  available  to  finance  the  agency's  operations 
during  the  year. 

Appropriations 

Appropriations  in  the  general  fund  are  made  by  the  legislature  for  operating 
purposes  of  the  Department  of  Institutions.   Expenditures  against  these 
appropriations  are  funded  by  corresponding  funds  at  the  state  level.   Un- 
expended or  unencumbered  balances  in  these  appropriations  revert  to  the 
respective  state  funds  at  year  end. 
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DEPARTMENT  OF  INSTITUTIONS 
CENTRAL  OFFICE 

NOTES  TO  FINANCIAL  STATEMENTS 
(Continued) 

Supply  Inventories 

Supply  inventories  are  expersed  at  the  time  of  purchase. 

General  Fixed  Assets 

Department  of  Institutions,  Central  Office,  has  not  maintained  adequate 
records  of  its  general  fixed  assets.   Assets  purchased  are  recorded  as 
expenditures  in  the  various  funds  in  the  year  of  purchase  or  encumbrance. 
A  general  Fixed  Assets  Account  Group  is  not  maintained  and  depreciation  is 
not  provided. 

Vacation  Pay  and  Sick  Pay 

The  value  of  unused  vacation  and  unused  sick  leave  accumulated  by  employees 

is  not  recorded  as  a  liability.   Each  permanent  employee  can  accumulate 

and  carryover  a  maximum  of  two  years  vacation  into  a  new  calendar  year. 

Unused  accumulated  vacation  is  redeemed  in  cash  upon  termination  of  employment. 

The  amount  of  accumulated  leave  at  June  30,  1978  was  not  readily  determinable. 

2.  Retirement  Plan 

The  State  of  Montana  employees  at  the  Department  of  Institutions,  Central 
Office  are  eligible  to  enroll  in  a  contributing  retirement  plan,  the  Public 
Employees  Retirement  System.   Employer  contributions  for  the  year  ended 
June  30,  1978  for  all  funds  were  $164,387.   The  unfunded  post  service  costs 
and  the  actuarilly  computed  value  of  vested  benefits  are  not  readily  available 
for  members  of  the  plan  employed  by  the  Department  of  Institutions,  Central 
Office. 

3.  Accounts  not  on  Statewide  Budgetary  and  Accounting  System 

The  cash  in  the  agency  fund  represents  cash  held  in  trust  for  the  youth 
in  the  Aftercare  Program.   This  cash  and  the  corresponding  liability 
are  not  recorded  in  the  statewide  budgeting  and  accounting  system,  but 
have  been  reflected  in  the  financial  statements  for  reporting  purposes. 

4.  Fixed  Assets 

Beginning  in  the  spring  of  1978,  the  Department  of  Institutions,  Central 
Office,  began  taking  inventory  of  all  its  fixed  assets  and  recording  costs 
when  records  were  available.   Where  records  are  not  available,  the  asset 
is  assigned  an  estimated  cost.   As  of  June  30,  1978,  the  records  were  not 
adequate  to  ascertain  the  actual  cost  of  the  fixed  assets  and  a  complete 
inventory  is  not  available. 

5.  Inter-Entity  Loan  Payable 

The  department  entered  into  a  loan  agreement  on  July  27,  1977  whereby  the 
Department  of  Institutions  advanced  the  department's  earmarked  revenue 
fund  $95,000  from  the  general  fund.   The  loan  is  due  August  15,  1978  and 
does  not  bear  interest. 


-19- 


DEPARTMENT  OF  INSTITUTIONS 
CENTRAL  OFFICE 

NOTES  TO  FINANCIAL  STATEMENTS 
(Continued) 

Prior  Year  Expenditure  and  Revenue  Adjustments 

The  prior  year  expenditures  and  revenue  adjustments  represents  transactions 
in  the  current  year  that  would  have  been  recorded  in  the  prior  year  had 
all  pertinent  information  been  available.   Most  adjustments  are  for 
continuing  appropriations  and  revenue  estimates.   The  following  is  a  detail 
of  prior  year  adjustments  by  fund  for  the  year  ending  6/30/78: 


Expenditures  charged  to  prior  year 
appropriations  but  paid  in  the  current  year. 


General   Federal  and  Private 
Fund       Revenue  Fund 

$68,955         $53,117 


Expenditures  of  prior  year  reclassified 
to  proper  fund  in  current  year 

Expenditures  of  prior  year  reclassified 
to  reverted  appropriation  status 

Refunds  of  prior  period  revenue 

Prior  year  expenditure  abatements 

Miscellaneous  adjustments 


27,433 
(2,223) 
191 
$94.356 


31,347 

35,046 
10,831 

(272) 
$130.069 


Contingencies 

The  department  is  a  defendent  in  the  following  pending  litigation: 

a)  A  lawsuit  filed  in  the  district  court  of  the  First  Judicial  District 

by  a  former  employee  alleging  unjust  dismissal  by  the  department  claiming 
wages  and  benefits  for  the  period  of  dismissal  through  retirement  age, 
or  approximately  nine  years.   On  May  17,  1978,  the  district  court  found 
in  favor  of  the  plaintiff  and  awarded  the  former  employee  $193,618 
plus  costs.   The  department  has  appealed  the  decision  which  is  now 
pending  in  the  Montana  Supreme  Court.   Department  administrators 
and  counsel  believe  the  department  has  a  good  chance  of  prevailing 
on  their  appeal.   The  ultimate  outcome  cannot  presently  be  determined 
and  the  department  has  not  presented  a  provision  in  the  financial 
statements  for  any  liability  that  may  result. 

b)  The  same  former  employee  involved  in  (a)  above  has  filed  a  lawsuit  in 
Federal  District  Court  alleging  sex  discrimination  and  claiming  $29,000 
plus  costs  and  attorney  fees.   This  suit  is  pending  and  the  department 
administrators  and  counsel  believe  the  department  has  a  good  chance 

of  prevailing.   The  cost  to  the  department,  if  any,  from  the  claim  cannot 
be  determined. 

c)  Various  employees  of  the  Central  Office  are  appealing  their  wage 
classification  and  the  appeals  are  pending  in  the  personnel  division 
in  the  Department  of  Administration  or  the  Board  of  Personnel  Appeals. 
Due  to  the  uncertainty  of  these  claims  and  of  the  amounts  involved, 
costs  to  the  department,  if  any,  cannot  be  determined. 

Operating  Lease  Commitments 

The  department  has  entered  into  various  lease  agreements  for  office  space 

at  several  locations  utilized  for  Central  Office  functions.   The  lease 
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DEPARTMENT  OF  INSTITUTIONS 
CENTRAL  OFFICE 

NOTES  TO  FINANCIAL  STATEMENTS 
(Continued) 

terms  vary  from  six  months  to  three  years  and  are  all  cancelable  by  written 
notice  within  a  one  year  period.   The  majority  of  these  leases  are  re- 
newable for  periods  from  six  months  to  three  years.   The  total  rental 
expense  for  office  space  totaled  $176,853  for  the  year  ending  June  30,  1978. 

The  department  also  leases  various  office  equipment  on  a  one  year  term. 
The  total  rent  expense  for  this  equipment  totaled  $12,411  for  the  year 
ending  June  30,  1978. 
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^dena,  59601 
October  30,  1978 


Legislative  Audit  Committee 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  Montana    59601 

Gentlemen: 

We  have  reviewed  the  audit  report  prepared  by  Galusha,  Higgins  & 
Galusha,  Certified  Public  Accountants  of  the  Department  of  Institu- 
tions. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appre- 
ciated. 

Our  response  to  recommendations  is  attached. 


Sincerely, 


OP 

Lawrence  M 
Director 


LMZ:jb 
Enclosure 
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RESPONSE  TO  AUDIT  RECOMMENDATIONS  FOR  DEPARTMENT  OF  INSTITUTIONS 


RECOMMENDATIONS 
We  recommend  that : 

1.  The  funds  be  recorded  on  the  statewide  budgeting  and  accounting 
system  for  accountability  even  if  the  funds  are  maintained  in 
local  bank  accounts. 

2.  Authorization  from  the  State  Treasurer  be  obtained  for  the  deposit 
of  the  money  held  in  trust  to  various  savings  accounts  in  accor- 
dance with  RCM  79-602  and  RCM  79-603. 


The  Department  will  request  authorization  to  maintain  those  funds 
belonging  to  the  youth  outside  the  treasury  system.   Once  permission 
has  been  granted,  the  Department  will  comply  with  any  conditions 
prescribed  by  the  Department  of  Administration  for  maintenance  of  the 
funds. 


RECOMMENDATIONS 

The  Department  has  programmed  an  A-6  posting  machine  which  will  compli- 
ment ABARS  and  complete  the  transition  from  the  manual  system  to  the 
automated  system.   However,  because  of  staffing  problems  and  costs 
involved  the  machine  has  not  been  utilized.   We  recommend  that  the  A-6 
posting  machine  be  utilized  to: 

1.  Provide  a  dollar  control  of  accounts  receivable. 

2.  Provide  an  aging  of  accounts  receivable  for  collection  purposes. 

3.  Provide  a  control  of  total  charges  which  are  entered  on 
individual  account  records. 

As  pointed  out  in  the  audit,  staffing  limitations  and  an  increase  in 
data  processing  costs  have  slowed  the  implementation  of  the  A-6  system. 
Measures  are  now  being  taken  to  make  the  A-6  system  operational. 


RECOI^ENDATION 

We  recommend  that  an  annual  determination  of  ability  to  pay  be  on  file 
at  the  department. 

The  Department  concurs  with  this  recommendation  and  will  take  action 
as  needed  to  insure  the  determination  of  ability  to  pay  is  on  file. 


RECOMMENDATION 

We  recommend  that  the  Department  establish  a  formal  policies  and 
procedures  manual  for  the  reimbursement  function. 
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The  Department  is  in  the  process  of  establishing  formal  policies  and 
procedures  for  the  Reimbursement  Section. 


RECOMMENDATIONS 

We  recommend  that  the  Department  of  Institutions,  Central  Office: 

1.  Complete  the  physical  inventory  process  initiated  in  the  current 
year  and  set  up  procedures  for  an  annual  physical  inventory  by 
someone  other  than  those  responsible  for  the  inventory  record 
keeping  function. 

2.  Fix  responsibility  at  each  location  under  the  department's 
jurisdiction  for  physical  control  of  fixed  assets. 

3.  Establish  reporting  guidelines  for  the  purchase  and  disposal 
of  fixed  assets  and  the  inventory  control  procedures. 

4.  Centralize  dollar  and  physical  control  for  all  fixed  assets 
including  land  and  buildings. 

5.  Establish  historical  cost  or  assigned  values  to  all  fixed 
assets  and  maintain  dollar  control  by  class  of  asset. 


1.  The  Department  will  complete  the  physical  inventory  by  December  1, 
1978.   The  annual  inventories  for  all  field  offices  are  performed 
by  a  person  other  than  the  person  responsible  for  the  inventory 
record  keeping.   An  individual  other  than  the  purchasing  agent 
will  be  assigned  duties  for  the  annual  inventory  of  the  central 
office. 

2.  Responsibility  will  be  fixed  at  the  field  offices  for  control  of 
their  fixed  assets. 

3.  Reporting  guidelines  will  be  established. 

4.  Centralized  control  will  be  established. 

5.  Until  the  Department  of  Administration  publishes  their  PAMs  require- 
ments this  Department  feels  that  dollar  control  of  fixed  assets  is 
secondary  to  physical  inventory  control  and  will  continue  to 
maintain  the  inventories  in  that  manner.   Should  PAMs  require 
dollar  control  on  SBAS  the  Department  will  comply  with  it  immediately, 


RECOMMENDATION 

We  recommend  that  because  of  the  materiality  of  the  amounts  involved, 
estimates  be  used  to  accrue  support  expenditures  for  community  service 
contracts  for  the  last  month  of  the  fiscal  year  since  the  actual  amounts 
are  not  known  until  after  year  end. 
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The  Department  concurs  with  this  recommendation,  and  in  the  future, 
accruals  will  be  estimated  where  known  or  anticipated  liabilities  exist, 


RECOMMENDATION 

We  recommend  that  the  statewide  budgeting  and  accounting  system  be 
reviewed  to  determine  the  possibility  of  revising  the  system  to 
eliminate  the  need  for  the  double  entry  of  advances  receivable  in 
order  to  properly  record  the  financial  activity. 

This  audit  exception  will  be  answered  by  the  Department  of  Administration. 


RECOMMENDATION 

We  recommend  that  whenever  a  difference  exists  between  two  accounts 
which  offset  for  financial  statement  purpose  the  difference  be  recon- 
ciled and  adjusted,  if  necessary,  on  a  timely  basis. 

The  Department  has  taken  appropriate  action  and  the  accounts  now  agree. 

RECOMMENDATION 

We  recommend  that  agencies,  which  no  longer  transact  financial  activity 
on  an  accounting  entity,  be  closed  to  properly  maintain  the  general 
ledger  for  those  entities. 

The  Department  concurs  with  this  recommendation  but  feels  there  are  times 
when  it  is  more  advantageous  and  less  costly  to  maintain  the  accounting 
entity  than  to  delete  it. 

RECOMMENDATION 

We  recommend  that  procedures  be  instituted  to  preclude  the  ability  to 
allocate  more  authority  than  is  available  to  the  various  programs  of 
the  department. 

The  SBAS  budget  reports  are  not  given  to  program  managers.   Program 
managers  receive  projected  budget  status  reports  prepared  by  the 
budget  analyst  so  the  cited  "could  result  in  over-expenditure  of 
appropriations"  will  not  occur.   It  should  also  be  noted  that  the 
cited  difference  occured  in  the  period  of  June  30  to  July  28,  1978 
during  the  fiscal  year  closing  leaving  little  chance  for  any  overexpen- 
diture  to  occur.   This  audit  recommendation  will  also  be  answered  by 
the  Department  of  Administration. 
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RECOtlMENDATION 

We  recommend  that  invoices  and  duplicate  copies  be  cancelled  or  voided 
when  the  transfer  warrant  claim  is  signed  to  prevent  duplicate  payments. 

The  Department  feels  it  has  adequate  control  over  payment  of  claims  as 
proved  by  the  fact  no  duplicate  warrants  were  issued  in  the  last  two 
years  because  of  non-cancelled  invoices.   Invoice  cancellation  does  not 
address  problems  that  could  occur  by  receiving  duplicate  invoices  at 
a  later  date. 


RECOMMENDATION 

We  recommend  that  when  contract  reimbursements  are  reviewed  on  a  month- 
ly basis,  documentation  of  the  validity  of  questionable  items  be  pro- 
vided by  the  person  responsible  for  the  review  function. 

The  Department  does  not  concur  with  this  audit  exception,  \n\en   the 
auditors  brought  this  problem  to  the  attention  of  the  Department  the 
individual  who  is  responsible  for  the  claims  review  was  questioned 
as  to  its  validity.   He  explained  he  had  seen  the  accrued  vacation 
marked  on  the  reimbursement  request,  had  questioned  the  contractor  and 
found  it  to  be  current  vacation  not  accrued.   We  provide  the  auditor 
with  these  facts  and  pointed  out  that  the  transaction  was  questioned. 
We  cannot  see  a  weakness  in  the  departments  review  function. 


RECOMMENDATION 

We  recommend  that  transactions  eliminating  expenditures  against  fund 
balance  be  adequately  controlled  by  an  agency  outside  the  department. 
The  procedures  should  insure  that  the  remaining  balance  of  an  appro- 
priation is  not  inadvertently  increased  without  an  approved  budget 
amendment. 

This  audit  exception  will  be  answered  by  the  Department  of  Administration. 


RECOMI-IENDATION 

We  recommend  that  a  procedure  be  instituted  to  reconcile  the  monthly 
PSE  cash  request  cumulative  expenditures  and  receipts  to  the  amounts 
recorded  in  SBAS . 

With  the  new  SBAS  as  upgraded,  receipts  and  expenditures  will  be  coded 
to  the  same  responsibility  center  which  will  allow  monthly  reconcilia- 
tion of  the  accounts. 
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RECOMMENDATION 

We  recommend  that  the  Board  of  Crime  Control  be  contacted  to  determine 
the  disposition  of  the  remaining  grant  funds. 

The  Department  concurs  with  this  recommendation  and  the  Board  of  Crime 
Control  will  be  contacted. 


RECOMMENDATION 

We  recommend  that  the  Department: 

1.  Charge  an  expenditure  to  the  appropriate  fund  at  the  time  the 
expenditure  is  incurred. 

2.  Involve  a  representative  from  the  Management  Services  Division 
of  the  Department  to  review  grant  proposals  prior  to  their 
submission  to  insure  the  grant  awards  are  in  the  overall  interest 
of  the  Department. 

3.  Attempt  to  change  the  methods  of  funding  from  a  reimbursement 
basis  to  advance  funding  or,  if  this  is  unsuccessful,  to  obtain 
a  loan  from  the  general  fund  until  reimbursement  is  received. 

1.  If  the  method  of  funding  the  grant  can  be  changed,  expen- 
ditures will  be  charged  at  the  time  of  payment  to  the 
correct  fund. 

2.  The  Department  agrees  with  this  audit  recommendation. 

3.  The  Mental  Health  and  Residential  Services  Division  has 
corresponded  with  the  HEW  Grants  Manager  on  two  occasions 
to  try  and  get  advance  money  to  fund  this  program.   While 
being  told  verbally  it  appeared  to  be  OK,  we  have  not 
received  formal  notice  from  them.   Further  efforts  are 

in  progress  to  accomplish  this. 


RECOMMENDATION 

We  recommend  that  an  organized  grant  file  be  established  for  each 
grant  to  Include: 

1.  The  grant  award. 

2.  Subsequent  awards  and/or  modifications. 
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3.  An  analysis  (monthly  or  quarterly  as  required)  that  supports 
the  departments  financial  reports  pertaining  to  the  grant. 

4.  Financial  reports  filed  with  the  Federal  or  State  agency. 

5.  Correspondence  pertaining  to  the  grant. 


The  Department  concurs  with  this  recommendation  and  will  maintain 
a  centralized  file  on  all  grant  awards. 
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8tatk  of"  >io>t.\>-a 
Oepaktj^ikxt  ok  A.I»IIX'IHTK.VTI0X 

director's  office 
mitchell  building 

HELENA.    MONTANA   50601 

THOMAS   L.  JUDGE.   Governor 


October  24,  1978 


Mr.  Lynn  E.  Dickey 
Galusha,  Higgins  &  Galusha 
111  North  Last  Chance  Gulch 
Helena,  Montana  59601 

Dear  Mr.  Dickey: 

The  following  represents  the  responses  to  the  comments  and  recommenda- 
tions of  the  audit  you  performed  on  the  Central  Office  of  the  Depart- 
ment of  Institutions  as  they  relate  to  the  Department  of  Administration. 

RECOMMENDATION 

We  fLe.conme,nd  that  SBAS  fae  fizvlauozd  to  deXznmln^  tho,  poi>i)i.bUJJ:y  o^ 
izvi^lnQ  the.  ^y&tzjn  to  tliminatz  thd  ne.e.d  {,o^  the.  double,  entxy  o^ 
advances  A.ecex.uafa£.e  -in  ondeA  to  pfiopoAJiy  n.zcoxd  the.  ^ZnandcU. 
actyivtty, 

RESPONSE 

To  overcome  this  apparent  problem,  the  Department  of  Institutions  should 
request,  in  writing,  that  the  Department  of  Administration  create  a 
Subsidiary  Detail  Ledger  feature  for  control  account  1904 — Other  Ad- 
Vcinces.   After  reviewing  the  needs,  the  Department  of  Administration 
will  respond  to  the  Department  of  Institutions. 

"recommendation 

We.  ^e.cormznd  that.  pfwceduJieA  be  tYUttvtated  to  pfiedbidz  the.  abttity 
to  alZocate  moxe  aixthofiity  than  aj>  avalZabtz  to  the.  vaHAX)iii>  pfio- 
Qfiami>  oi  the.  de.panXinent. 

RESPONSE 


The  problem  had  been  previously  noted  and  was  corrected  in  SBAS  II, 
which  became  operational  on  July  1,  1978. 

RECOMMENDATION 


We  ^tcorme.nd  that  tAamactioni  eJitmLnating  e.xpendiXuAe-6  agalii6t 
{iUnd  balance  be  ade.qaatel.y  contAolted  by  an  agency  oat&tde  the 
depoAtment.     The  pfioceduAe^  ihoald  tniuAz  that  the  fiemaUning 
balance  0|$  an  appfiopKAjvtLon  aj,  not  -LnadveAte.ntly  -incfiea^e-d 
uiithoat  an  app/ioved  budget  amendment. 


MONTANA   IS  AN   EQUAL  OPPORTUNITY  EMPLOYER 
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RESPONSE 

In  order  to  change  the  attributes  of  an  appropiation,  while  retaining 
the  same  appropriation  number,  a  temporary  quasi-increase  to  the 
appropriation  balance  is  mcuidatory.   All  changes  of  this  nature  must 
be  approved  cind  documented  through  the  Office  of  Budget  cuid  Program 
Planning  (OBPP) .   OBPP  is  aware  of  the  situation  and  will  institute 
necessary  controls  to  guarantee  that  appropration  balances  are  not 
permeuiently  increased  during  an  attribute  change. 


Sincerely, 


V       r 


CU^     X>^-^^U^-^ 


David  M.  Lewis 
Director 
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